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According to a recent study published by the Institute of International Economics, a Washingtonbased private research group, changes in tax laws in developed and developing countries could
reduce reduce capital flight from debtor nations. The study "Capital Flight and Third World Debt"
by Donald R. Lessard and John Williamson emphasizes that simple macroeconomic measures,
and in particular, realistic exchange rates, are essential requirements for discouraging investors
from sending assets abroad. However, the authors concentrate on the necessity of avoiding tax
laws in debtor nations that stimulate capital flight, and on the utility of international agreements
among tax authorities with the objective of eliminating such incentives. Authors point out that
because investors in a given country are not limited to the domestic market for investment
opportunities, debtor nation governments must recognize that they are competing for their
own citizens' investments. The study argues against the practice, which Argentina follows at
present, of explicitly exempting from taxes profits on assets invested outside the country. To
avoid the problem of tax evasion in countries which impose taxes on investments abroad, the
study recommends the adoption of tax treaties and other measures to facilitate the distribution of
information among fiscal authorities. A possible solution discussed in the study is a treaty under
discussion within the Organization of Economic Cooperation and Development (OECD) which
would obligate all industrialized countries to impose a substantial tax retained at the source, which
would be reimbursable upon presentation of evidence that the beneficiary has declared all earnings
deriving from investments to fiscal authorities in their own countries. The majority of developed
nations, including the United States, have abandoned special taxes on investment earnings of
non-residents, according to the study, but a reevaluation of this practice is called for in light of
the special capital flight problems of developing nations. The authors recommend that a treaty
on taxes currently under negotiation the Convention on Mutual Administrative Assistance in Tax
Questions be extended to developing nations. The study recognizes that Latin American nations
have traditionally been reluctant to enter into such treaties, but that considering capital flight
problems, these governments may find these treaties in their interest. The study indicates that in
the past decade capital flight from debtor nations has been a serious problem. Although existing
data on capital flight is not wholly reliable, the authors estimate that the total amount of capital
flight from Argentina between 1976 and 1984 was approximately $16.9 billion. In the same period,
Mexico lost at least $27 billion, and Venezuela, $30 billion. While capital flight flows have declined
significantly since a high point in the early 1980s, the problem continues as a serious resource drain
in developing nations.
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